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ABOUT  THE  FUND 


The  State  Compensation  Insurance  Fund  is  one  of  three  plans  in  the  Mon- 
tana workers'  compensation  system.  Plan  1  allows  qualified  employers  to  self 
insure,  and  Plan  2  provides  an  option  through  a  commercial  carrier.  Although, 
technically  classified  as  a  state  agency,  the  State  Fund  (Plan  3)  is  a  nonprofit, 
independent  public  corporation  which  provides  a  necessary  and  valuable  op- 
tion for  workers'  compensation  insurance  to  the  State  of  Montana.  Its  pri- 
mary mission  is  to  provide  employers  an  alternative  to  insure  their  liability 
for  workers'  compensation  and  occupational  disease  coverage.  In  addition,  the 
mission  of  the  State  Fund  is  to  provide  insurance  coverage  to  any  employer 
requesting  insurance  under  the  state  plan.  However,  inherent  in  this  is  a 
responsibility  to  employers  and  their  employees  to  provide  a  quality  level  of 
service  at  the  lowest  possible  cost  while  paying  statutorily  established  ben- 
efits and  maintaining  an  actuarially  sound  insurance  fund. 

The  State  Fund  operates  as  any  other  in- 
surer: processing  claims,  paying  indemnity 
and  medical  benefits,  and  providing  services 
to  policyholders.  The  State  Fund  also  offers 
safety  consulting  services  and  administers  vo- 
cational rehabilitation,  fraud,  and  medical  cost 
containment  programs. 

Guided  by  the  President,  executive  staff, 
and  a  five-member  Board  of  Directors,  the  em- 
ployees at  the  State  Fund  set  their  goals  and 
objectives  with  one  end  result  in  mind:  to  con- 
tinually improve  the  quality  and  timeliness 
of  the  services  provided  to  our  clients,  the 
people  of  Montana. 


FUND 


*  Quality  Service 

*  Lowest  Cost 


'  Statutory  Benefits 

*  Actuarially  Sound  Fund 

*  Coverage  for  All 


STATISTICS 


1992-93 

1991-92 

1990-91 

Number  of  employers  enrolled 

26,700 

26,682 

26,407 

Annual  premium 

$169,992,779 

$126,764,562 

$102,448,520 

Total  reported  accidents* 

21,213 

22,491 

21,796 

Compensation  benefits  paid** 

New  Fund  Injuries 

$39,698,972 

$25,062,311 

$6,613,464 

Old  Fund  Injuries 

$35,698,485 

$52,409,523 

$74,849,444 

Medical  &  burial  benefits  paid** 

New  Fund  Injuries 

$28,601,860 

$22,778,548 

$10,057,370 

Old  Fund  Injuries 

$10,668,351 

$14,213,199 

$23,702,935 

Represents  total  reported  accidents  during  the  fiscal  year,  without  regard  to  date  of  injury. 
By  law,  the  State  Fund  now  separates  injuries  between  "old "  fund  and  "new "  fund 
injuries  based  upon  the  accident  date.    "New"  fund  applies  to  injuries  on  or  after  July 
1,  1990.    "Old"  fund  applies  to  all  injuries  prior  to  July  1,  1990. 


LETTER  FROM  THE 
CHAIRMAN  OF  THE  BOARD 
AND  THE  PRESIDENT/CEO 


Rick  Hill 

Chairman  of  the  Board 


Carl  Swanson 
President/CEO 


For  Fiscal  Year  ending  June  30,  1993,  the  State  Fund's  defi- 
cit reduced  from  $42,237,885  (FY92)  to  $25,629,501.  The 
$16,621,953  positive  result  of  operations  is  most  encouraging 
and  is  primarily  due  to  past  legislative  actions,  improved  rate 
adequacy  and  internal  operational  improvements.  During  the 
same  time  period,  the  Old  Fund's  deficit  reduced  from 
$499,084,528  (FY92)  to  $497,436,287.  However,  as  encourag- 
ing as  these  results  may  seem,  we  have  a  significant  amount  of 
work  to  do  to  improve  our  services  to  you,  to  improve  opera- 
tions, and  to  reduce  the  financial  impact  of  workers'  compensa- 
tion to  our  employer  business  partners.  Over  the  coming 
months,  we  will  be  laying  the  groundwork  for  the  launching  of 
a  new  era  for  the  State  Fund,  an  era  focused  on  high  quality 
service  to  our  customers  and  accountability  for  results  centered 
around  a  strategic  planning  process. 

Focusing  on  our  Customers 

The  State  Fund  has  a  long  way  to  go  to  realize  our  vision  of 
being  a  customer-driven,  customer-focused  organization.  Nev- 
ertheless, we  are  committed  to  providing  employers  and  their 
employees  with  the  high  level  of  service  they  deserve.  In  addi- 
tion, we  will  be  focusing  attention  on  improved  responsiveness 
to  claimants  and  medical  providers  to  ensure  that  our  service 
improvements  extend  to  all  groups  with  whom  we  work.  This 
means  superior  accessibility  to  us,  responsiveness  on  the  part 
of  our  employees,  meticulous  execution  in  all  that  we  do,  and 
proactive  communications.  Frankly,  it  may  take  some  time  to 
fully  achieve  this,  but  the  change  process  has  begun,  and  we 
are  confident  you  will  recognize  it  in  demonstrated  action  and 
in  our  customer  focus  and  service  attitude. 


Strategic  Planning 

The  State  Fund  has  implemented  a  strategic  planning  pro- 
cess involving  a  team  of  management  and  key  staff  members. 
The  primary  purpose  is  to  define  critical  issues  to  future  suc- 
cess and  to  develop  concise  action  plans  to  resolve  these  issues. 


Measurable  and  time-specific  criteria  will  be  established  to  en- 
able an  objective  evaluation  of  how  well  strategic  goals  and  ob- 
jectives have  been  achieved.  Aside  from  instilling  a  disciplined 
and  ongoing  planning  process  for  the  future,  management  will 
now  be  accountable  for  achieving  measurable  results.  These 
results  will  be  focused  on  service  to  our  customers  and  the  fi- 
nancial results  of  our  operations.  Over  the  next  several  months, 
we  will  be  finalizing  our  action  plans  and  then  communicating 
these  to  our  employees,  interested  employers,  and  the  public. 

Information  Systems 

Information  systems  are  a  critical  element  of  our  organiza- 
tion and  strategic  redirection  of  our  benefits  function.  We  have 
launched  a  major  systems  development  project  aimed  at  up- 
grading our  benefits  delivery  systems.  The  completion  of  the 
project  will  enhance  the  quality  of  our  customer  service,  pro- 
vide efficiency  through  re-engineering  of  work  flows,  and  im- 
prove claims  management.  The  Automated  Benefits  Informa- 
tion System  (ABIS)  will  be  state-of-the-art  and  is  scheduled  for 
completion  in  mid-1995. 

A  New  State  Fund 

The  State  Fund  in  1994  is  a  new  organization.  We  will  go 
forward  with  a  new  customer  focus  and  a  disciplined  strategic 
planning  process  centered  around  accountability  for  results. 
Also,  the  State  Fund  will  soon  be  supported  by  a  highly  effi- 
cient automated  benefits  information  system.  Other  areas  which 
are  being  evaluated  include  our  human  resource  planning,  train- 
ing, staff  development  activities,  and  organizational  structure, 
as  they  pertain  to  meeting  the  future  needs  of  our  policyholders 
and  their  employees. 

During  FY94,  we  made  the  decision  to  join  the  State  Fund 
as  Chairman  and  President.  We  both  did  this  being  fully  aware 
the  State  Fund  faced  many  challenges  and  a  formidable  agenda. 
However,  we  were  confident  that  with  proper  focus,  planning, 
systems,  and  employee-employer  support,  the  agenda  could  be 
tackled  and  a  superior  Montana  workers'  compensation  system 
will  evolve. 

Since  joining  the  State  Fund,  we  have  received  numerous 
calls,  notes,  and  letters  expressing  concerns  and  suggestions. 
These  are  certainly  tangible  evidence  of  the  importance  of  the 
State  Fund  to  its  many  customers.  We  appreciate  your  interest 
and  support,  and  we  look  forward  to  reporting  to  you  further  on 
our 


Hill  Carl  Swanson 

Chairman  of  the  Board  PresidentyCEO 


FY  1  993  ACCOMPLISHMENTS 


Fiscal  year  93  was  a  pivotal  year  for  the  State  Fund.  In  addition  to  achieving  signifi- 
cant deficit  reduction  in  the  New  Fund  and  a  slight  decrease  in  the  deficit  of  the  Old 
Fund,  the  State  Fund's  active  participation  in  the  53rd  legislative  session  resulted  in 
passage  of  a  number  of  significant  Workers'  Compensation  reform  measures.  In  addi- 
tion, a  number  of  initiatives  aimed  at  improving  internal  methods  and  procedures 
were  begun.  Following  are  some  of  the  more  significant  accomplishments: 

■  Decreased  the  New  Fund  deficit  from  $42  million  in  FY  1992  to 
just  under  $26  million  in  FY  1993; 

■  Decreased  the  Old  Fund  deficit  from  $499  million  in  FY  1992  to 
497.4  million  in  FY  1993; 

■  Performed  a  feasibility  study  to  update  the  claims  management 
system  and  prepared  a  Request  for  Proposals  to  design  and  imple- 
ment an  Automated  Benefits  Information  System  (ABIS); 

■  Supported  the  passage  of  legislation  granting  budget  authority  to 
the  Board  of  Directors.  This  reform  will  allow  the  State  Fund  to 
provide  adequate  staffing  and  funding  to  implement  much  needed 
improvements  in  service; 

■  Participated  actively  in  supporting  the  passage  of  legislation  cre- 
ating fraud  programs.  This  legislation  provides  for  a  fraud  pre- 
vention and  detection  unit  to  be  implemented  within  the  State 
Fund  and  for  investigation  and  prosecution  of  State  Fund  fraud 
cases  by  the  Department  of  Justice; 

■  Participated  actively  in  supporting  the  passage  of  the  Safety  Cul- 
ture Act.  This  legislation  requires  employers  to  establish  safety 
programs  and  insurers  to  provide  safety  consultative  services  to 
their  insureds; 

■  Drafted  and  actively  participated  in  the  passage  of  legislation  pro- 
viding for  medical  cost  containment.  Among  other  features,  this 
legislation  incorporates  managed  care  and  preferred  provider  con- 
cepts, defines  and  places  limits  on  certain  types  of  medical  ser- 
vices, and  addresses  reimbursement  of  pharmacies  and  hospitals; 

■  Implemented  improved  methods  and  procedures  in  the  Benefits 
department  aimed  at  reducing  the  lag  time  in  payment  of  medical 
bills; 

■  Continued  to  monitor  and  improve  reserving  practices.  This  con- 
certed effort  resulted  in  reserve  strengthening;  and 

■  Improved  rehabilitation  vendor  programs  by  implementing  guide- 
lines for  services  which  have  reduced  costs  per  closed  claim. 


STATE  FUND'S  FUTURE 


In  order  to  ensure  steady  progress  into  a  new  era  of  customer  service,  the  State  Fund 
has  defined  the  critical  issues  of  the  future.  In  addition  to  resolving  the  financial 
crisis  and  building  a  fund  surplus  of  25%  by  the  year  2003,  the  primary  challenge 
facing  the  State  Fund  in  the  coming  years  will  be  to  focus  attention  and  appropriate 
resources  toward  setting  forth  strategic  action  plans  and  appropriate  monitoring  and 
follow-up  processes: 


The  responsibilities  of  the  State  Fund  extend  beyond  providing  insurance  to  em- 
ployers and  payment  of  benefits  to  injured  workers;  there  also  is  an  obligation  to 
present  to  the  State  of  Montana  a  system  of  insurance  worthy  of  respect  and  trust. 
This  system  will  be  one  with  a  solid  focus  on  reliability  and  customer  service. 

Improving  business  operations,  implementing  improved  premium  collections,  pro- 
viding appropriate  and  proactive  claims  management,  addressing  cost  contain- 
ment, pursuing  aggressive  fraud  prosecution,  and  monitoring  leadership  and  staff 
effectiveness  are  basic  and  primary  goals  for  improving  service  delivery  to  custom- 
ers. The  proposed  Automated  Benefits  Information  System  will  provide  a  founda- 
tion for  achieving  many  of  these  goals. 

Recent  legislation  will  allow  the  State  Fund  to  implement  and  enforce  a  number  of 
programs  aimed  at  curbing  expenditures.  Implementation  of  this  legislation  fo- 
cusing on  safety  in  the  workplace,  medical  cost  containment,  and  fraud  prosecu- 
tions will  realize  significant  savings.  Additionally,  carefully  planned  and  orches- 
trated programs  for  early  return-to-work  and  rehabilitation  will  assist  in  curbing 
duration  of  indemnity  expenditures. 

The. State  Fund  will  continue  to  develop  and  maintain  a  close  relationship  with 
the  other  "players"  in  the  workers'  compensation  arena.  Development  and  main- 
tenance of  good  communications  with  those  charged  with  regulatory  responsibili- 
ties, with  state  government  as  a  whole,  and  with  the  Legislature  is  of  paramount 
importance.  The  State  Fund's  goal  is  to  continue  to  be  a  major  contributor  to  the 
process  of  identifying  beneficial  change  to  the  entire  system.  With  this  goal  in 
mind,  the  State  Fund  will  be  completing  a  closed  claim  study  during  the  coming 
months.  The  purpose  of  the  study  is  to  gather  detailed  data  from  a  sample  of  the 
high  cost  claims  that  disproportionately  affect  system  costs  in  an  attempt  to  spot- 
light the  cost  drivers  in  Montana. 

The  State  Fund  will  concentrate  on  human  resources  issues;  employee  morale  will 
be  elevated  through  development  of  comprehensive  personnel  policies,  increased 
communication  between  management  and  employees,  through  useful  and  timely 
training  programs  and  through  fair  and  equitable  performance  appraisal  systems. 
It  is  the  State  Fund's  goal  to  develop  leadership  potential  and  to  capitalize  on  the 
State  Fund's  greatest  asset:  its  staff. 


LAUNCHING  A  NEW  ERA 


UNDERWRITING 

John  King,  VP  of  Underwriting 

444-652  J 

The  Underwriting  Department  strives  to  offer  excellent  service  to  State  Fund 
policyholders.  The  goals  of  the  Department  are  reflected  in  the  three  Divisions.  A 
new  era  in  Underwriting  will  be  marked  by  proactive  programs  to  better  serve  our 
policyholders.  Support  from  the  Loss  Prevention  Division  will  assist  employers  in 
complying  with  the  Safety  Culture  Act.  Remote  offices  will  assist  businesses  on  a 
local  level,  and  new  customer  service  visits  by  our  Audit  Division  will  reduce  the 
impact  of  post  coverage  audits. 

POLICY  SERVICES 

Christy  Weikort,  Assistant  VP  of  Underwriting 
444-643/ 

Vicki  Cocchiareila,  Missoula  Customer  Service  Manager 
5431296 

The  Policy  Services  Division  is  responsible  for  the  issuance,  maintenance 
and  cancellation  of  workers'  compensation  policies.  The  primary  goal  of  the 
Division  is  to  offer  the  best  possible  service  to  State  Fund  policyholders.  In 
FY  1993,  over  50,000  phone  calls  were  handled  by  the  Policy  Services  staff 
and  2,666  new  policies  were  issued  to  employers.  As  of  June  30,  1993,  the 
State  Fund  insured  26,700  employers. 

The  Policy  Services  Division  will  continue  to  offer  a  variety  of  programs  to 
employers  insured  by  the  State  Fund.  Included  in  these  programs  are  an 
elective  medical  deductible  program,  a  construction  credit  program,  and  an 
experience  rating  program. 

The  State  Fund  will  implement  a  new  method  of  premium  collection  (pre- 
mium in  advance)  for  most  policyholders  effective  July  1,  1994.  The  Division 
is  currently  involved  in  planning  for  implementation  of  this  new  system.  The 
staff  will  undergo  extensive  training  to  ensure  the  questions  and  concerns  of 
State  Fund  policyholders  are  promptly  resolved. 

AUDIT 

Ellen  Black,  Audit  Director 

444- 130  1 

The  Audit  Division's  responsibility  is  to  assure  that  premium  is  collected  in 
accordance  with  the  policy  provisions. 

During  FY  1993,  the  Audit  Division  generated  $1.2  million  of  additional  pre- 
mium for  the  State  Fund.  During  the  same  period,  the  division  verified  $18.5 
million  in  premium. 

Of  the  additional  premium  collected  through  audit,  approximately  94%  is  at- 
tributed directly  to  the  field  audit  program,  which  concentrates  on  large  pre- 
mium policyholders  and  policyholders  involved  in  high  risk  industries.  The  bal- 
ance is  due  to  the  efforts  of  the  desk  audit  program,  whose  function  is  to  concentrate 
on  the  remaining  policyholders  with  lesser  risk. 

An  important  accomplishment  of  FY  1993  was  the  Board's  authorization  to 
contract  premium  audits  to  organizations  that  specialize  in  workers'  compensa- 
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tion  audits.  This  third  audit  program  will  complement  the  existing  programs  by 
allowing  State  Fund  to  audit  policies  that  previously  fell  outside  the  established 
criteria,  such  as  out-of-state  policyholders.  Contract  audits  will  continue  during 
FY  1994.  It  is  anticipated  this  program  will  generate  additional  premium  similar 
to  that  generated  by  the  staff  field  program,  as  well  as  increase  the  quantity  of  audits 
performed  twofold. 

LOSS  PREVENTION 

Woyne  Dillouou,  Loss  Prevention  Director 

444-64  J  6 

The  State  Fund  is  firmly  committed  to  loss  prevention  as  a  means  to  reduce 
and  contain  workers'  compensation  costs.  With  the  emergence  of  the  Montana 
Safety  Culture  Act  passed  by  the  1993  legislature,  the  State  Fund  now  has  a  legal 
basis  to  require  safety  programs  for  policyholders  throughout  the  state  of  Montana. 

The  State  Fund  has  expanded  by  adding  a  specialized  unit  of  Loss  Preven- 
tion/Technical Consultants  based  in  Helena.  This  unit  gives  the  State  Fund  the 
capability  to  serve  large  numbers  of  policyholders  and  provide  them  with  cus- 
tomized loss  prevention  programs.  In  1994,  additional  personnel  will  be  hired  to 
plan  and  conduct  loss  prevention  educational  seminars  across  the  state. 

In  1993,  seven  field  consultants  conducted  2,183  on-site  consultations.  In 
addition,  they  conducted  safety  training  sessions  which  reached  1,244  individual 
employees.  The  Safety  Incentive  Program  was  a  service  priority.  For  policy  year 
1993,  $355,407  in  premium  rebates  were  returned  to  eligible  and  certified  poli- 
cyholders. Furthermore,  the  Loss  Prevention  Division  concentrated  its  efforts 
on  a  wide  range  of  policyholders  that  were  identified  as  having  having  high  loss 
ratios  and  experience  modification  factors.  Our  consultants  stressed  the  impact 
of  losses  and  demonstrated  the  benefits  to  employers  of  implementing  aggres- 
sive safety  programs.  The  State  Fund's  goal  is  to  provide  policyholders  with 
quality  consultation  and  professional  assistance  when  developing  and  imple- 
menting loss  prevention  and  safety  programs. 

UNDERWRITING  FUTURE  FOCUS 

The  Underwriting  Department's  plans  for  the  future  evolve  around  expanded  and 
improved  customer  service.  Remote  offices  are  planned  to  take  service  to  the  local 
level.  The  Missoula  office  has  been  opened  and  staffed.  Services  available  in  the 
Missoula  office  include  assistance  for  employers  in  policy  enrollment,  safety  consult- 
ing, payroll  reporting,  and  audit.  This  office  also  provides  assistance  for  injured  work- 
ers' claim  filing,  rehabilitation,  and  benefits  information.  Medical  providers  may  also 
use  this  office  to  resolve  fee  schedule  or  payment  issues.  Fraud  investigation,  audit, 
and  loss  prevention  personnel  are  also  based  in  the  Missoula  office.  Similar  services 
are  under  consideration  for  Billings  (early  1994)  and  for  Great  Falls  (1995). 

A  program  of  visits  by  our  audit  staff  to  all  new  policyholders  and  established  poli- 
cies, on  a  prioritized  basis,  will  assist  our  customers  in  minimizing  premium  audit 
problems  in  the  future.  This  program  will  be  implemented  in  early  1994. 

In  1993,  the  Board  of  Directors  decided  to  implement  a  new  method  of  premium 
collections.  Rather  than  collect  premium  after  the  end  of  each  quarter,  most  premium 
will  now  be  collected  in  advance.  The  new  method  will  take  effect  July  1, 1994,  and  will 
allow  policyholders  of  the  State  Fund  to  discontinue  submitting  initial  deposits  to  se- 
cure coverage. 


BENEFITS 

Don  MacMillan,  VP  of  Benefits 

444-6486 


The  Benefits  Department  strives  to  serve  the  best  interest  of  both  its  policy- 
holders and  injured  workers.  A  new  era  in  Benefits  will  be  marked  by  improving 
reliability  and  customer  service  through  efficient  and  prompt  delivery  of  legiti- 
mate benefits  to  injured  workers,  as  well  as  equitable  and  aggressive  management 
of  workers'  compensation  claims. 


CLAIMS 

Ann  Komoc,  Claims  Manager 

444-6552 

Chuck  Edquest,  Claims  Manager 

444-6487 

It  is  the  responsibility  of  the  Claims  Department  to  adjust  claims 
for  work-related  injuries  and  occupational  disease.  In  FY  1993,  the 
number  of  reported  accidents  decreased  but  the  number  of  indemnity 
claims  (time  loss  claims)  increased.  There  were  21,213  new  accidents 
reported,  a  decrease  of  1,278  claims  compared  to  FY  1992.  There  were 
4,747  indemnity  claims,  an  increase  of  303  indemnity  claims  over  the 
previous  year. 

Improved  case  management  produced  positive  results  in  a  number 
of  areas.  A  high  annual  closing  ratio  of  155.36%  suggests  claims  are 
closing  rapidly.  An  average  of  399  indemnity  claims  were  opened  each 
month  during  1993;  at  the  same  time,  an  average  of  615  indemnity 
claims  were  closed,  producing  an  average  monthly  closing  ratio  of 
154.13%. 

The  average  indemnity  case  load  per  claims  examiner  was  reduced 
from  448  in  the  first  month  of  FY  1993  to  343  by  the  end  of  FY  1993,  a 
reduction  of  105  indemnity  claims  per  claims  examiner.  The  reduction 
in  caseload  is  a  positive  beginning  and  needs  to  continue.  This  will 
allow  each  claims  examiner  to  work  more  closely  with  each  claim,  which 
translates  into  cost  reductions  in  indemnity  and  medical  benefits. 

More  timely  reserve  reviews  have  provided  for  improved  accuracy 
in  the  prediction  of  future  actuarial  liabilities  and  for  a  more  precise 
measurement  of  each  policyholder's  loss  experience.  Reserve  strength- 
ening continued  in  FY  1993.  For  example,  in  the  New  Fund  the  aver- 
age medical  reserve  increased  from  $8,278  at  the  beginning  of  the  year 
to  $11,106  at  the  end  of  the  year.  The  average  indemnity  reserve  in- 
creased from  $19,709  at  the  beginning  of  the  year  to  $20,028  at  the  end 
of  the  year.  The  indemnity  reserves  are  beginning  to  manifest  the 
benefit  reforms  of  the  50th  Montana  Legislative  Session. 
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MEDICAL  BENEFITS 

Paul  Bogumill,  Medical  Claims  Coordinator 

444-6466 

The  53rd  legislative  session  enacted  Senate  Bill  347  (SB  347);  as  a 
result,  the  State  Fund  organized  a  new  Medical  Benefits  department 
to  implement  and  manage  the  new  programs.  The  department's  main 
objectives  are  to  maximize  medical  cost  containment,  to  maintain  open 
communications  with  medical  providers,  and  to  serve  the  medical  needs 
of  injured  workers  with  quality  and  efficiency. 

The  first  objective  of  the  department  will  be  to  implement  the  vari- 
ous changes  brought  on  by  the  passage  of  SB  347.  This  includes  revi- 
sions to  an  injured  worker's  freedom  of  choice  of  physician;  revisions  to 
the  provisions  regarding  payment  of  prescription  drugs;  and  distinc- 
tions between  primary  and  secondary  medical  services.  Other  changes 
include  requirements  that  an  injured  worker  comply  with  recommended 
medical  treatment;  regulations  on  domiciliary  care;  limitations  to  phy- 
sician self-referral;  creation  of  medical  advisory  committees;  and  pro- 
visions for  Managed  Care  Organizations  (MCO's)  and  Preferred  Pro- 
vider Organizations  (PPO's). 

Managed  Care  Organizations  and  Preferred  Provider  Organizations 
will  provide  an  environment  conducive  to  quality  medical  treatment 
for  the  injured  worker,  as  well  as  a  medium  for  medical  cost  contain- 
ment for  the  workers'  compensation  system.  Through  the  guidance  of 
Managed  Care,  the  injured  worker  will  recover  more  quickly  and  re- 
turn to  work  sooner  than  in  the  past,  producing  an  additional  savings 
in  indemnity  benefits. 

In  FY  1994,  the  Medical  Benefits  department  will  implement  the 
changes  brought  about  by  SB  347  with  efficiency  and  wisdom.  This 
will  be  accomplished  by  developing  open  communications  between  all 
parties  involved:  adjusters,  providers,  injured  workers,  employers,  leg- 
islators, and  administrators. 

REHABILITATION 

Lou  Thompson,  Rehabilitation  Coordinator 
444-5945 

The  positive  trend  in  vocational  rehabilitation  continues  to  be  prom- 
ising. The  total  cost  for  vocational  rehabilitation  was  lower  in  FY  1993 
than  in  the  previous  two  years.  This  decrease  reflects  the  improved 
case  management  skills  of  the  claims  examiners  and  rehabilitation 
coordinators.  Even  though  there  were  more  rehabilitation  referrals  in 
FY  1993  than  in  FY  1991,  the  total  cost  was  reduced. 

A  proactive  approach  to  vocational  rehabilitation  was  taken  when 
improved  "guidelines"  were  implemented  for  Rehabilitation  Services. 
The  new  guidelines  categorized  and  defined  the  scope  of  services  re- 
quired to  address  return-to-work  issues  for  injured  workers,  established 
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a  flat  rate  payment  schedule  which  resulted  in  effective  cost  contain- 
ment and  improved  case  management.  Primary  emphasis  was  placed 
on  early  return  to  work  and  return  to  permanent  employment  in  some 
capacity  with  the  time-of-injury  employer.  Even  if  early  return  to  work 
is  not  possible,  State  Fund  will  continue  to  provide  traditional  voca- 
tional rehabilitation  services. 

Return  to  work  with  the  time-of-injury  employer  and  early  return 
to  work  have  proven  to  be  the  most  successful  forms  of  rehabilitation 
and  the  least  costly.  Of  the  1,701  initial  referrals  in  FY  1993,  59% 
were  early  return  to  work  or  return  to  work  with  the  same  employer. 
Approximately  41%  of  all  of  the  rehabilitation  cases  closed  in  FY  1993 
resulted  in  release  to  actual  return  to  work  in  some  capacity.  Of  these, 
13%  were  returned  to  work  with  the  time-of-injury  employer. 


BENEFITS  FUTURE  FOCUS 

The  Benefits  Department  looks  to  the  future  with  enthusiasm  and  high  expec- 
tations. Over  the  next  year  and  a  half,  more  changes  will  be  made  in  the  claims 
operation  which  will  continue  to  elevate  service  to  our  customers:  the  injured  work- 
ers and  the  policyholders.  For  example,  further  reduction  of  caseloads  and  organi- 
zational fine  tuning  will  allow  for  more  proactive  claims  management,  account- 
ability, and  much  better  communication  with  the  injured  worker,  policyholder,  and 
medical  provider.  The  implementation  of  the  Automated  Benefits  Information 
System  will  raise  the  level  of  service  again  by  providing  for  the  prompt  delivery  of 
benefits,  improving  timeliness  and  response  to  claims  issues,  thereby  ultimately 
resulting  in  substantially  overall  cost  reductions. 

FRAUD  UNIT 

Bill  Visser,  Fraud  Coordinator 
444-6578 

During  the  1993  Legislative  session,  the  Legislature  approved  the  for- 
mation of  Fraud  Units  within  the  State  Fund  and  the  Department  of  Jus- 
tice. Since  that  time,  the  State  Fund  has  hired  one  Fraud  Coordinator, 
two  Fraud  Investigators,  and  one  Fraud  Auditor.  In  addition,  the  Depart- 
ment of  Justice  increased  their  unit  staff  from  one  to  four  Fraud  Investi- 
gators and  hired  a  Special  Prosecutor.  At  this  time,  the  Fraud  Unit  esti- 
mates that  it  will  investigate  approximately  400  cases  per  fiscal  year. 

One  of  the  main  goals  of  the  State  Fund  Fraud  Unit  will  be  to  reduce 
the  time  between  detection  and  prosecution  of  any  fraudulent  actions 
against  the  State  Fund.  Having  a  special  prosecutor  at  the  Attorney 
General's  office  is  of  special  benefit  and  will  certainly  help  to  attain  this  goal. 

Through  publicizing  convictions  and  by  educating  employers  and  other 
parties,  the  Fraud  Unit  expects  to  see  a  decrease  in  fraudulent  activities 
over  time.  Public  Service  Announcements  that  are  to  be  aired  early  1994 
will  also  create  a  greater  awareness  in  the  general  population. 
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ACTUARIAL  LETTER 


Tillitjghast 


One  Tabor  Center 

1200  Seventeenth  Street,  Suite  1200 

Denver,  CO  80202-5812 

303  628-4000 

Fax:  303  628-4090 


A  Towers  Perrin  Company 

February  10,  1994 

To  Members  of  the  State  Fund  Board  of  Directors: 

Tillinghast,  a  Towers  Perrin  Company,  was  engaged  by  the  Montana  State  Compensation  Insurance  Fund  (the 
Fund)  to  estimate  the  unpaid  loss  and  loss  adjustment  expenses  as  of  6/30/93  for  the  Fund's  workers'  compen- 
sation exposure.  We  examined  both  the  New  Fund  and  the  Old  Fund,  using  data  as  of  9/1/93.  As  of  6/30/93, 
our  estimated  discounted  liability  is  $296.5  million,  (based  on  a  6%  interest  rate).  Thus,  the  discounted  liabilities 
exceed  the  assets  by  $25.6  million.  As  of  6/30/92,  the  difference  between  discounted  liabilities  (based  on  a  7% 
interest  rate)  and  the  Fund's  assets  was  $42.3  million.  The  difference  between  6/30/92  discounted  liabilities, 
based  on  a  6%  interest  rate,  and  the  6/30/93  assets,  is  $50.6  million.  The  decrease  in  the  deficit  results  from  a 
combination  of  improving  loss  experience  and  the  rate  level  increases  implemented  by  the  Fund.  Our  analysis 
and  results,  along  with  the  discussions  of  important  reliances  and  limitations,  are  documented  in  rate  and  other 
reports  to  Fund  management.  Note  that  the  estimates  assume  that  sufficient  assets  are  held  to  generate  the 
appropriate  investment  income. 

We  continue  to  recommend  that  the  Fund  set  a  long-term  goal  of  achieving  and  maintaining  surplus  based  partly 
on  industry  standards.  This  means  rate  changes  should  not  only  reflect  cost  estimates  for  the  prospective  year, 
but  also  include  a  provision  for  building  surplus.  Obviously,  the  larger  a  rate  increase  associated  with  surplus 
buildup,  the  more  quickly  the  Fund  will  achieve  a  goal  of  eliminating  a  deficit  position  and  having  a  positive 
surplus. 

A  key  phrase  in  the  forgoing  recommendation  is  "long-term."  Efforts  to  build  surplus  should  be  viewed  as  multi- 
year;  likewise,  erasing  an  existing  deficit  can  be  accomplished  over  several  years.  While  this  long-term  ap- 
proach may  leave  the  Fund  in  a  deficit  position  at  the  close  of  next  year  (1994),  we  believe  that  the  long-term 
approach  is  preferable  to  the  volatility  of  massive  year-to-year  rate  changes  and  dividends.  This  recommenda- 
tion rests  on  two  important  assumptions.  First,  we  have  assumed  that  the  Fund  will  have  sufficient  cash  flow  to 
fund  claims  obligations.  Second,  we  have  assumed  that  the  Fund  will  be  an  ongoing  concern  until  the  claims 
obligations  are  fulfilled. 

It  is  our  opinion  that  immediate  aggressive  rate  level  action  to  completely  erase  the  estimated  deficit  and  build 
surplus  is  not  the  best  way  to  attain  the  goal  of  the  Fund  being  self-supporting  and  not  having  unnecessary 
surplus.  Instead,  the  Fund  should  have  a  long-term  goal  of  building  the  necessary  surplus.  Our  September, 
1993  reserve  report  indicates  that  the  current  year  is  adequately  priced,  on  a  discounted  basis,  for  claims  occur- 
ring between  7/1/93  and  6/30/94. 

By  following  a  plan  to  eliminate  the  deficit  and  build  reasonable  surplus,  and  by  adjusting  rates  to  reflect  emerg- 
ing loss  experience,  the  Fund  can  expect  to  steadily  move  toward  being  adequately  funded. 


Sincerely 


Martin  A.  Lewis,  FCAS,  MAAA 
MALelb 
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BALANCE  SHEET 

Year  ending  June  30,  l  993 


ASSETS 

Cash  in  Treasury 

Premium  Receivable 

Allowance  for  Doubtful  Accounts 

Interest  Receivable 

Long-term  Notes  &  Loans  Receivable 

Short-term  Notes  &  Loans  Receivable 

Adjusted  Accounts  Receivable 

Property  Held  in  Trust 

Investments: 

Federal  Securities 
Corporate  Securities 
Short-term  Investment  Pool 
Long-term  Securities  on  Loan 

Plus:  Security  Premium 

Less:  Security  Discounts 

Supplies  Inventory 

Expense  Advances  to  Employees 

Equipment 

Less  Accumulated  Depreciation 

Intangible  Assets 

Prepaid  Expense 

Deferred  Charges 

TOTAL  ASSETS 


LIABILITIES  AND  FUND  EQUITY 

Liabilities 

Adjusted  Accounts  Payable 
Advance  Deposits 
Compensated  Absences 
Actuarially  Est.  Claims  Liability 
Bonds/Notes  Payable  (Net) 
TOTAL  LIABILITIES 


Fund  Equity 

Contributed  Capital 
Reserved  for  Debt  Service 
Unrestricted 

TOTAL  FUND  EQUITY 

TOTAL  LIABILITIES  AND 
FUND  EQUITY 


Includes  activity  of  State  Fund  and  Board  of  Investments. 

The  fiscal  year  1992  Annual  Report  statements  have  been  adjusted  to  reflect  A  accruals 

and  intrafund  transfers  in  accordance  with  generally  accepted  accounting  principles. 


199: 

1995 

New  Fund 

Old  Fund" 

New  Fund 

Old  Fund" 

7,367,666 

294,307 

3,108,234 

2,505,354 

43,072,306 

959,708 

31,549,752 

113,304 

(749,206) 

(775,890) 

2,083,549 

158,872 

848,527 

295,629 

13,000,000 

1,929 

392,414 

11,771 

256,063 

66,409 

754,796 

3,053,499 

2,108,178 

2,129,588 

11,878,076 

10,502,632 

10,897,447 

28,444,188 

31,987,476 

109,496,219 

22,748,207 

31,940,300 

477,300 

82,012,000 

5,855,400 

60,939,286 

10,600,000 

6,741,071 

1,428,571 

1,458,822 

218,212 

558,527 

310,538 

(216,970) 

(76,822) 

(21,078) 

67,982 

58,913 

7,706 

9,368 

1,425,382 

1,237,267 

(497,983) 

(325,696) 

10,822 

36,738 

327 

1,830 

3,722,721 

3,861,026 

293,328,941 

18,720,500 

189,818,977 

48,534,146 

UITY 

887,770 

1,531,908 

918,470 

2,656,106 

21,045,544 

18,710,399 

480,028 

433,424 

296,545,100 

365,249,186 

211,994,569 

406,718,552 

149,375,692 

138,244,016 

318,958,442 

516,156,786 

232,056,862 

547,618,674 

11,997,746 

11,322,813 

12,011,302 

(37,627,247) 

(508,759,099) 

(54,249,187) 

(499,084,528) 

(25,629,501) 

(497,436,286) 

(42,237,885) 

(499,084,528) 

293,328,941 

18,720,500 

189,818,977 

48,534,146 
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STATEMENT  OF  OPERATIONS 
AND  CHANGES  IN  FUND  EQUITY 
Year  ending  June  30,  1993 


INCOME 

Premium 

Less:      Reinsurance  Premium  Paid 
Safety  Incentive  Refunds 

Interest  Earnings  on  Investments 
Interest  Earnings  on  Loan 
Other  Income 

TOTAL  INCOME 


EXPENSES 

Claims  Expenses: 

Compensation  Benefits 

Medical  Benefits 

Increase/Decrease  in 

Actuarially  Estimated  Claims 
Total  Claims  Expenses 

Other  Expenses: 

Operating  Budget 

Interest  Expense 

Other  Expenses 
Total  Other  Expenses 

TOTAL  EXPENSES 

RESULTS  OF  OPERATIONS 

Gain  on  Sale  of  Fixed  Assets 

Operating  Transfers  In 
Operating  Transfers  Out d 

Net  Income  (Loss) 

June  30,  1992  Retained  Earnings 
Prior  Period  Adjustments 

RETAINED  EARNINGS  -- 
JUNE  30, 1993 


Includes  activity  0/  State  Fund  and  Board  of  Investments. 

The  fiscal  year  1992  Annual  Report  statements  have  been  adjusted  to  reflect  A  accruals 

and  intrafund  transfers  in  accordance  with  generally  accepted  accounting  principles. 

Correcting  entry  of  contributed  capital  for  fiscal  year  1991. 

Includes  assessments. 
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199J 

1992* 

New  Fund 

Old  Fund  ' 

New  Fund 

Old  Fund" 

170,555,785 

(289,234) 
(273,772) 

888,456 

127,235,245 
(269,614) 
(201,069) 

15,329 

9,992,466 

116,709 

78,031 

1,122,088 
11,444 

5,763,013 

272,363 

65,296 

4,623,684 
18,962 

180,179,985 

2,021,988 

132,865,234 

4,657,975 

39,698,972 
28,601,860 

35,698,485 
10,668,351 

25,062,311 

22,778,548 

52,409,523 
14,213,199 

84,550,531 
152,851,363 

(41,469,366) 
4,897,470 

120,769,569 
168,610,428 

(26,735,448) 
39,887,274 

7,096,801 
1,101,158 

2,480,923 

9,582,166 

804,089 

5,886,097 
927,671 

3,336,993 

9,550,243 

22,236 

8,197,959 

12,867,178 

6,813,768 

12,909,472 

161,049,322 

17,764,648 

175,424,196 

52,796,746 

19,130,663 

(15,742,660) 

(42,558,962) 
2,989 

(48,138,771) 

(2,508,710) 

18,274,180 
(883,279) 

(2,383,996) 

12,013,455 
(664,534) 

16,621,953 

1,648,241 

(44,939,969) 

(36,789,850) 

(54,249,200) 

(499,084,528) 

2,035,795 
(ll,345,026)c 

(461,560,101) 
(734,577) 

(37,627,247) 

(497,436,287) 

(54,249,200) 

(499,084,528) 

NOTES  TO 

FINANCIAL  STATEMENT 

For  the  Fiscal  Year  Ended  June  30,  I  993 

Basis  of  Accounting 

The  State  Compensation  Insurance  Fund  (State  Fund)  records  activity  related  to  its  workers'  compen- 
sation insurance  operations  in  the  Enterprise  Fund  type,  under  the  accrual  basis  of  accounting,  as 
defined  by  generally  accepted  accounting  principles  (GAAP),  for  its  workers'  compensation  insurance 
operations.  Under  the  accrual  basis,  the  State  Fund  records  revenues  in  the  accounting  period  earned, 
if  measurable;  it  records  expenses  in  the  period  incurred,  if  measurable. 

Fixed  Assets  are  valued  at  actual  or  estimated  historical  cost  less  accumulated  depreciation. 

Receivables  in  the  New  Fund  include  accrued  premiums  from  the  fourth  quarter  of  fiscal  year  1992- 
93.  Receivables  in  the  Old  Fund  include  interest  receivable  and  amounts  due  from  past  premiums  in 
dispute  or  in  collection.  Receivables  are  reported  net  of  estimated  uncollectible. 

Property  Held  in  Trust  consists  of  required  policyholder  deposits  in  the  form  of  certificates  of  deposits 
which  secure  payment  of  premiums. 

Contributed  Capital  accounts  for  assets  transferred  from  the  Old  Fund  to  provide  the  initial  capitali- 
zation of  the  New  Fund  as  authorized  by  state  law  and  equipment  transferred  from  the  Department  of 
Labor  and  Industry  upon  decentralization  of  the  Audit  Bureau. 

Fund  Equity  consists  of  contributed  capital  and  the  net  excess  or  deficit  of  assets  over  liabilities. 

Basis  of  Presentation 

The  financial  statements  for  the  State  Fund  are  presented  in  accordance  with  GAAP  as  prescribed  by 
the  Governmental  Accounting  Standards  Board.  Adjustments  for  A  accruals  and  intrafund  transfers 
have  been  reflected  on  these  statements. 

Old  Fund  and  New  Fund 

The  May  1990,  Special  Session  separated  the  liability  of  the  state  workers'  compensation  insurance 
fund  based  on  whether  the  liability  arises  from  claims  for  injuries  resulting  from  accidents  incurred 
before  or  after  July  1,  1990.  The  legislation  established  a  separate  funding  source  rather  than  premi- 
ums dollars  for  claims  incurred  before  July  1, 1990,  referred  to  as  the  Old  Fund.  Claims  incurred  on  or 
after  July  1,  1990,  will  be  funded  by  premium  dollars  and  referred  to  as  the  New  Fund. 

Cash  Equivalents  and  Investments 

The  State  Fund  invests  moneys  with  the  Board  of  Investments.  STIP  amounts  are  classified  in  risk 
category  1,  which  includes  investments  that  are  insured,  registered,  or  uninsured  unregistered  secu- 
rities held  by  the  state  or  its  agent  in  the  state's  name.  The  market  value  of  STIP  amounts  approxi- 
mates cost. 

All  investments  of  the  State  Fund,  except  securities  on  loan,  are  also  classified  in  risk  category  1.  The 
New  Fund  and  Old  Fund  investment  portfolios  include  $60,723,778  and  $10,818,212,  respectively,  in 
securities  on  loan.  Securities  on  loan  are  classified  as  risk  category  2.  Category  2  includes  uninsured 
and  unregistered  investments  for  which  the  securities  are  held  for  the  Board  of  Investments  or  its 
agent  in  the  state's  name.  The  market  value  of  the  New  Fund  and  Old  Fund  portfolios  were  $184,544,759 
and  $  11,436,200,  respectively,  at  June  30,  1993. 
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Risk  Management  Public  Entity  Risk  Pools 

The  Old  and  New  Funds  are  public  entity  risk  pools.  Neither  fund  had  significant  reductions  in 
insurance  coverage  from  the  prior  year,  nor  any  insurance  settlements  exceeding  insurance  cover- 
age. Unpaid  claims  and  claim  adjustment  expenses  are  estimated  based  on  the  ultimate  cost  of 
settling  the  claims  including  the  effects  of  inflation  and  other  socioeconomic  factors.  By  statute, 
these  funds  cannot  invest  in  common  stock.  Investments  are  recorded  at  amortized  cost,  where 
applicable.  Premiums  and  discounts  are  amortized  using  the  straight-line  method  over  the  life  of  the 
securities. 

New  Fund  —  Liability  coverage  to  employers  for  injured  employees  that  are  insured  under  the  Worker's 
Compensation  and  Occupational  Disease  Acts  of  Montana  and  workers'  compensation  claims  occur- 
ring on  or  after  July  1,  1990,  are  reported  in  the  New  Fund.  The  New  Fund  must  insure  any  employer 
who  desires  coverage.  At  fiscal  year-end,  approximately  26,700  employers  were  insured  with  the 
New  Fund.  Anticipated  investment  income  is  considered  for  computing  a  premium  deficiency.  Em- 
ployers must  pay  premiums  to  the  State  Fund  within  specified  timeframes. 

An  actuarial  study  prepared  for  the  New  Fund  as  of  June  30,  1993  estimated  liabilities  and  the 
ultimate  cost  of  settling  claims  reported  but  not  settled  and  claims  incurred  but  not  reported.  Be- 
cause actual  claim  costs  depend  on  such  complex  factors  as  inflation  and  changes  in  the  law,  claim 
liabilities  are  recomputed  periodically  using  a  variety  of  actuarial  and  statistical  techniques  to  pro- 
duce current  estimates  that  reflect  recent  settlements,  claim  frequency,  and  other  economic  and 
social  factors.  A  provision  for  inflation  and  the  calculation  of  estimated  future  claim  costs  is  implicit 
in  the  calculation  because  reliance  is  placed  both  on  actual  historical  data  that  reflect  past  inflation 
and  on  other  factors  that  are  considered  to  be  appropriate  modifiers  of  past  experience. 

At  June  30,  1993,  $404,705,624  of  unpaid  claims  and  claim  adjustment  expenses  are  presented  at 
their  net  present  value  of  $296,545,100.  These  claims  are  discounted  at  an  annual  rate  of  6  percent. 
The  New  Fund  uses  reinsurance  agreements  to  reduce  its  exposure  to  large  losses.  Reinsurance 
permits  recovery  of  a  portion  of  losses  from  the  reinsurers,  although  it  does  not  discharge  the  pri- 
mary liability  of  the  fund  as  direct  insurer.  The  New  Fund  did  not  deduct  any  claim  liabilities  related 
to  potential  reinsurance  recoveries.  When  the  New  Fund  purchases  annuity  contracts,  the  claim  is 
settled  in  full  and  on  a  final  basis  and  all  liability  of  the  New  Fund  is  terminated. 

State  law  requires  the  New  Fund  to  set  premiums  at  least  annually  at  a  level  sufficient  to  ensure 
adequate  funding  of  the  insurance  program  during  the  period  the  rates  will  be  in  effect. 

Old  Fund  —  The  liability  and  payment  of  workers'  compensation  claims  for  incidents  occurring  be- 
fore July  1,  1990,  are  reported  in  the  Old  Fund.  There  is  no  premium  income;  however,  funding  for 
claims  payments  is  provided  by  a  .28  percent  payroll  tax  on  all  Montana  employers.  Effective  July  1, 
1993,  the  Montana  legislature  increased  the  Old  Fund  liability  tax  on  employers  payroll  to  .5  percent 
and  a  .2  percent  tax  was  added  on  employees.  A  .1  percent  tax  on  self-employed  persons  was  added 
for  tax  years  beginning  after  December  31,  1992.  Payroll  tax  bonds  in  the  amount  of  $142,095,000 
were  issued  by  the  Board  of  Investments  on  July  15,  1991,  to  provide  the  necessary  operating  cash  to 
pay  the  liabilities  of  pre-July  1,  1990,  accidents.  This  source  of  funding  was  exhausted  in  February 
1993.  The  Old  Fund  liability  tax  will  provide  funding  for  bond  payments.  An  actuarial  study  pre- 
pared for  the  Old  Fund  as  of  June  30,  1993,  was  used  to  estimate  liabilities  and  the  ultimate  cost  of 
settling  claims  that  have  been  reported  but  not  settled  and  claims  that  have  been  incurred  but  not 
reported.  At  June  30,  1993,  $365,249,186  of  unpaid  claims  and  claim  adjustment  expenses  are  pre- 
sented at  face  value.  During  fiscal  year  1992-93,  the  New  Fund  loaned  the  Old  Fund  $13,000,000  to 
provide  needed  cash.  Total  Old  Fund  deficit  is  $497,436,000.  This  fund  does  not  discount  estimated 
claims  liability. 
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Risk  Management  Contingency  —  A  class  action  suit  was  filed  before  the  Workers'  Compensation 
Court  in  Murer.  et  al,  v,  Montana  State  Compensation  Insurance  Fund,  et  al.  which  attempts  to  have 
the  Court  rule  that  a  freeze  on  workers'  compensation  benefits  in  place  in  fiscal  years  1988  through 
1991  should  no  longer  apply  once  the  date  of  the  freeze  expired.  The  State  Fund's  position  is  that  the 
law  in  existence  at  the  time  of  the  injury  applies  for  the  life  of  the  claim.  The  case  was  rejected  by  the 
Workers'  Compensation  Court  and  the  Montana  Supreme  Court  as  a  class  action.  The  Workers' 
Compensation  Court,  on  January  11,  1994,  granted  a  request  for  Summary  Judgment  by  the  State 
Fund  and  the  other  defendant.  The  order  was  appealed  to  the  Montana  Supreme  Court  on  February 
3,  1994.  The  amount  of  loss  initially  was  estimated  to  be  approximately  $11,000,000.  Only  a  portion 
of  this  amount  impacts  the  New  Fund,  and  the  amount  will  decrease  as  claims  from  the  four  affected 
years  are  settled. 

Payroll  Tax  Bonds  (Workers'  Compensation  Program)/Notes  Payable 

The  Board  of  Investments  of  the  state  of  Montana  issued  $142,095,000  of  bonds  in  July  1991  for  the 
purpose  of  funding  the  state's  liability  and  costs  in  administering  and  paying  claims  for  injuries  re- 
sulting from  accidents,  prior  to  July  1,  1990,  that  are  subject  to  the  Montana  Workers'  Compensation 
Act  and  the  Occupational  Disease  Act  of  Montana.  The  bonds  bear  interest  at  rates  from  4.9  to  6.875 
percent  and  are  limited  obligations  of  the  state  of  Montana  payable  solely  from  and  secured  by  certain 
Old  Fund  liability  tax  revenues  collected  by  the  Department  of  Revenue  of  the  state  of  Montana. 
Amounts  of  bond  debt  outstanding  at  June  30,  1993  are  shown  below  (in  thousands). 

Bonds  Net 

Outstanding  Bond  Debt 

June  30.  1993  Discount                June  30.1993 

$138,305  $1,929                        $136,376 

Debt  service  requirements  for  principal  and  interest  are  as  follows  (in  thousands): 

Debt 

Fiscal  Service 

Year  Payments 

1993-94  $11,319 

1994-95  11,318 

1995-96  11,321 

1996-97  11,318 

1997-98  11,318 

'  1998-99+  249,040 

Totals  $305,634 

At  June  30,1993,  the  Old  Fund  owed  the  New  Fund  $13,000,000  in  notes  payable. 

Administrative  Cost  Allocation 

Section  39-71-2352,  MCA,  requires  the  State  Fund  to  separately  determine  and  account  for  adminis- 
trative expenses  and  benefit  payments  for  claims  for  injuries  resulting  from  accidents  occurring  before 
July  1,  1990  (Old  Fund)  from  those  occurring  on  or  after  July  1,  1990  (New  Fund).  The  law  also  limits 
annual  administrative  costs  of  claims  associated  with  the  Old  Fund.  In  fiscal  year  1992-93,  the  State 
Fund  allocated  $2.3  million  in  administration  costs  to  the  Old  Fund. 

Transfers 

Transfers  of  $18,274,000  to  the  Old  Fund  in  fiscal  year  1992-1993  include  payroll  moneys  from  the 
Special  Revenue  Fund  payroll  tax  entity  and  investment  earnings.  The  payroll  tax  revenue  is  re- 
corded by  the  Department  of  Revenue  in  the  Special  Revenue  Fund  as  required  by  state  law. 
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Compensated  Absences 

Employees  at  the  State  Fund  accumulate  both  annual  and  sick  leave.  The  State  Fund  pays  employees 
for  100  percent  of  unused  annual  leave  percent  and  25  percent  of  unused  sick  leave  upon  termination. 
The  fund  pays  100  percent  of  unused  compensatory  leave  credits  upon  termination  to  nonexempt  em- 
ployees. The  State  Fund  absorbs  expenditures  for  termination  pay  in  its  annual  operational  costs.  At 
June  30,1993,  the  State  Fund  had  a  leave  liability  of  $480,028. 

Pension  Plan 

The  State  Fund  and  its  employees  contribute  to  the  Public  Employees  Retirement  System  (PERS),  a 
cost  sharing,  multiple  employer,  defined  benefit  pension  plan.  Established  in  1945  and  governed  by 
Title  19,  chapter  3,  MCA,  PERS  participants  are  eligible  to  retire  at  age  60  with  at  least  five  years  of 
service,  at  age  65  regardless  of  length  of  service,  or  at  30  years  of  service  regardless  of  age.  A  reduced 
retirement  benefit  may  be  taken  with  25  years  of  service  or  at  age  50  with  a  minimum  of  five  years  of 
service.  Monthly  retirement  benefits  are  calculated  by  taking  1/56  times  the  years  of  service  times  the 
final  average  salary.  Vesting  occurs  once  membership  service  totals  5  years.  State  Fund  and  its  em- 
ployees each  were  required  to  contribute  6.55  percent  of  annual  compensation  in  fiscal  year  1992-93. 

As  of  June  30,  1993,  there  were  221.5  State  Fund  full-time  equivalents  (FTE)  covered  by  PERS.  State 
Fund  covered  payroll  was  $4,829,865  and  PERS  contributions  were  $311,990  in  fiscal  year  1992-93. 

Building 

The  1981  Legislature  appropriated  funds  for  the  construction  of  a  Workers'  Compensation  building. 
State  Fund  expenses  annual  payments  on  the  building  in  its  operating  budget.  As  of  July  1,  1990,  the 
State  Fund  transferred  the  value  of  the  building  from  its  records  to  the  Department  of  Administration, 
which  owns  most  other  state  buildings  and  charges  agencies  rent  for  their  use.  Under  the  agreement, 
the  State  Fund  will  pay  all  costs  associated  with  the  building,  including  utilities,  debt  service,  janito- 
rial services,  and  maintenance  in  lieu  of  paying  rent. 

Subsequent  Events 

On  October  2,  1993,  the  Board  of  Investments  issued  $32,500,000  in  Variable  Rate  Payroll  Tax  Bonds 
(Workers'  Compensation  Program  Series  1993)  to  pay  the  costs  associated  with  Old  Fund  claims  in- 
curred on  or  before  June  30,  1990.  The  Series  1993  Bonds  are  limited  obligations  of  the  state  of  Mon- 
tana, payable  solely  from  and  secured  by  certain  payroll  tax  revenues. 

Old  Fund  Financing 

Under  section  39-71-2354,  MCA,  the  Old  Fund  receives  revenue  from  the  payroll  tax  to  pay  the  costs 
associated  with  claims  incurred  on  or  before  June  30,  1990.  The  Board  of  Investments  sold  bonds 
secured  by  Old  Fund  liability  tax  revenue.  The  bond  proceeds  and  the  payroll  tax  revenue  in  excess  of 
the  amount  required  to  secure  the  bonds  were  insufficient  to  meet  costs  associated  with  Old  Fund 
claims.  Section  39-71-2355,  MCA,  restricts  the  amount  of  bonds  or  New  Fund  loans  that  may  be 
provided  to  the  Old  Fund.  Under  this  law,  the  Board  of  Investments  may  not  give  the  State  Fund  loan 
proceeds  or  issue  bonds  unless  the  aggregate  amount  of  outstanding  and  proposed  loans  and  bonds  can 
be  serviced  with  no  more  than  90  percent  of  the  amount  of  Old  Fund  liability  tax  revenue  per  39-71- 
2503,  MCA,  that  the  Department  of  Revenue  estimates  will  be  raised  during  the  remainder  of  the  then 
current  fiscal  year  and  during  each  succeeding  fiscal  year  until  the  end  of  the  fiscal  year  in  which  the 
last  then  outstanding  or  proposed  loan  or  bond  will  be  repaid  or  retired.  The  Board  of  Investments  has 
issued  additional  bonds  secured  by  Old  Fund  liability  tax  revenues  authorized  by  the  1993  Legislature. 
Effective  July  1,  1993,  the  legislature  increased  the  Old  Fund  liability  tax  on  employers  from  .28 
percent  to  .5  percent  of  payroll  and  has  imposed  a  .2  percent  tax  on  employees  and,  for  tax  years  after 
December  31,  1992,  a  .1  percent  net  income  tax  on  self-employed  persons,  to  cover  the  Old  Fund  liabil- 
ity and  debt  service  payments. 
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